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REVENUE DEPARTMENT][701]
Adopted and Filed

Rule making related to educational savings plan trust accounts and ABLE accounts

The Revenue Department hereby amends Chapter 40, “Determination of Net Income,” Iowa
Administrative Code.

Legal Authority for Rule Making
This rule making is adopted under the authority provided in Iowa Code section 422.68.
State or Federal Law Implemented
This rule making implements, in whole or in part, 2018 Iowa Acts, Senate File 2417.
Purpose and Summary

These amendments implement recent legislative changes to the Iowa educational savings plan trust
and Iowa ABLE programs. Following similar changes to the federal statute related to educational
savings accounts, 2018 Iowa Acts, Senate File 2417, amended Iowa law to allow participants in
the Towa educational savings plan trust program to withdraw up to $10,000 per beneficiary per year
from an educational savings plan trust account for certain elementary or secondary school tuition
expenses tax-free. Previously, tax-free withdrawals from these accounts had been restricted to certain
college-related expenses. These amendments update the Department’s existing rules to administer the
tax consequences of these withdrawals for elementary and secondary school tuition expenses. Several
minor technical corrections are also made to the Department’s rules related to lowa educational savings
plan trusts.

Recent federal and lowa legislation also provided that taxpayers may roll over funds from an
educational savings plan account to an ABLE account tax-free under certain circumstances. The
Iowa legislative changes provided that a taxpayer cannot deduct an amount rolled over from an Iowa
educational savings plan trust account to an lowa ABLE account if that amount was previously deducted
as a contribution to the lowa educational savings plan account. The Iowa legislation also provided that
in the event of a nonqualifying withdrawal from an Iowa ABLE account, the taxpayer must include
in the taxpayer’s taxable income any amount that was previously deducted as a contribution to an
Iowa college savings plan trust account and was later rolled over into an lowa ABLE account. These
amendments update the Department’s rules related to lowa ABLE accounts to reflect these changes and
to make minor technical corrections.

Public Comment and Changes to Rule Making

Notice of Intended Action for this rule making was published in the lowa Administrative Bulletin on
April 24, 2019, as ARC 4408C. No public comments were received. No changes from the Notice have
been made.

Adoption of Rule Making
This rule making was adopted by the Department on May 29, 2019.
Fiscal Impact

This rule making has no fiscal impact beyond that of the legislation it is intended to implement. The
Fiscal Note for 2018 Towa Acts, Senate File 2417, does not provide a separate estimate for the cost of
these specific provisions, only an aggregate impact of all income tax changes included in that legislation.
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The Department can provide additional information about the fiscal impacts of the legislation related to
these specific provisions upon request.

Jobs Impact
After analysis and review of this rule making, no impact on jobs has been found.
Waivers

Any person who believes that the application of the discretionary provisions of this rule making would
result in hardship or injustice to that person may petition the Department for a waiver of the discretionary
provisions, if any, pursuant to rule 701—7.28(17A).

Review by Administrative Rules Review Committee

The Administrative Rules Review Committee, a bipartisan legislative committee which oversees rule
making by executive branch agencies, may, on its own motion or on written request by any individual or
group, review this rule making at its regular monthly meeting or at a special meeting. The Committee’s
meetings are open to the public, and interested persons may be heard as provided in Iowa Code section
17A.8(6).

Effective Date
This rule making will become effective on July 24, 2019.

The following rule-making actions are adopted:
ITEM 1.  Amend rule 701—40.53(422) as follows:

701—40.53(422) Deduction for contributions by taxpayers to the Iowa educational savings plan
trust and addition to income for refunds of contributions previously deducted. The Iowa educational
savings plan trust was created so that individuals and certain other qualified participants can contribute
funds on behalf of beneficiaries in accounts administered by the treasurer of state to cover future-higher
edueation—eosts qualified education expenses of the beneficiaries. The Iowa educational savings plan
trust includes the college savings lowa plan and the lowa advisor 529 plan. The following subrules
provide details on how individuals’ net incomes are affected by contributions to beneficiaries’ accounts,
interest and any other earnings earned on beneficiaries’ accounts, and refunds of contributions which
were previously deducted. Definitions and other information about establishing college savings lowa
accounts may be found in rules promulgated by the treasurer of state. See 781—Chapter 16.

40.53(1) Deduction from net income for contributions made to the Iowa educational savings plan
trust on behalf of beneficiaries.

a. and b. No change.

¢.  The deduction on the 1998 Towa return cannot exceed $2,000 per beneficiary for contributions
made in 1998 or the adjusted maximum annual amount for contributions made after 1998. Note that
the maximum annual amount that can be deducted per beneficiary may be adjusted or increased to an
amount greater than $2,000 for inflation on an annual basis. Rollover contributions from other states’
educational savings plans will qualify for the deduction, subject to the maximum amount allowable.
Starting with tax years beginning in the 2000 calendar year, a participant may contribute an amount on
behalf of a beneficiary that is greater than $2,000, but may claim a deduction on the Towa individual
return of the lesser of the amount given contributed or $2,000 as adjusted by inflation. For example, if a
taxpayer made a $5,000 contribution on behalf of a beneficiary to the Iowa educational savings plan trust
in 2000, the taxpayer may claim a deduction on the IA 1040 return for 2000 in the amount of $2,054, as
this amount is $2,000 as adjusted for inflation in effect for 2000.

EXAMPLE: An individual has ten grandchildren from the age of six months to 12 years. In October
1998, the person became a participant in the Iowa educational savings plan trust by making $2,000
contributions to the trust on behalf of each of the ten grandchildren. When the participant files filed
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the 1998 lowa individual income tax return, the participant ean could claim a deduction on the return
for the $20,000 contributed to the Iowa educational savings plan trust on behalf of the individual’s ten
grandchildren.

40.53(2) Exclusion of interest and earnings on beneficiary accounts in the lowa educational savings
plan trust. To the extent that interest or other earnings accrue on a beneficiary’s account in the lowa
educational savings plan trust, the interest or other earnings are excluded for purposes of computing net
income on the Iowa individual income tax return of the participant or the return of the beneficiary.

40.53(3) Including on the lowa individual return amounts refunded to the participant from the lowa
educational savings plan trust that had previously been deducted. H-a The refund or withdrawal of
funds is to be included in net income on a participant’s Iowa individual income tax return to the extent
that contributions to the account had been deducted on prior Iowa individual income tax returns of the
participant if the participant cancels a beneficiary’s account in the lowa educational savings plan trust
and receives a refund of the funds in the account made on behalf of the beneficiarys; or if & the participant
makes a withdrawal from the lowa educational savings plan trust for purposes other than the payment-of
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a.  Qualifying higher education withdrawals. The payment of qualified higher education expenses
as defined in Section 529(e)(3) of the Internal Revenue Code. The term “qualified higher education
expenses” does not include tuition expenses related to attendance at an elementary or secondary school.

b.  Qualifying elementary and secondary tuition withdrawals. For withdrawals made on or after
January 1, 2018, the payment of tuition expenses in connection with and required for enrollment or
attendance at an elementary or secondary school in Iowa which is accredited under lowa Code section
256.11, and which adheres to the provisions of the federal Civil Rights Act of 1964 and Iowa Code
chapter 216. These qualified tuition expenses shall not exceed $10,000 per beneficiary per year. This
limitation is based on the beneficiary, not the participant.

Participants are responsible for tracking the amount of qualified tuition expense payments a
beneficiary may receive from other participants. If a beneficiary’s distributions exceed this annual
limitation, the most recent payments are presumed to be the nonqualifying payments. By agreement
amongst themselves, account holders are permitted to choose an alternative method for determining
which payments are nonqualifying. An alternative method is presumed valid if, after the additions
to income required by this paragraph, the beneficiary’s total qualifying tax-free withdrawals for
elementary or secondary school tuition expenses do not exceed the $10,000 limitation. However, upon
request, the account holders are responsible for providing the department with adequate documentation
to substantiate the method used.

c.  Change in beneficiaries. A change in beneficiaries under, or transfer to another account within,
the Iowa educational savings plan trust.

d. ABLE rollovers. A transfer to the lowa ABLE savings plan trust, provided such change or
transfer is permitted under Iowa Code section 12D.6(5).

EXAMPLE: Because a beneficiary of a certain participant died in the year 2000, this participant in
the Towa educational savings plan trust canceled the participant agreement for the beneficiary with the
trust and received a refund of $4,200 of funds in the beneficiary’s account. Because $4,000 of the refund
represented contributions that the participant had deducted on prior lowa individual income tax returns,
the participant was to report on the lowa return for the tax year 2000, $4,000 in contributions that had
been deducted on the participant’s lowa returns for 1998 and 1999.

EXAMPLE: Beneficiary A is an elementary school student who attends an accredited elementary
school located in Iowa. Participant B and participant C have each opened an Iowa educational savings
plan trust account with A as the designated beneficiary. In January 2019, participant B withdraws $6,000
from B’s account to pay A’s spring semester tuition. In August 2019, participant C withdraws $6,000
from C’s account to pay for A’s fall semester tuition. Although neither B nor C has made a withdrawal in
excess of $10,000, that limitation is based on the beneficiary, A, who has received a total of $12,000 in
distributions in 2019. Because A’s total distributions have exceeded the annual limitation on distributions
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related to elementary or secondary school tuition, the participants must include the $2,000 excess in their
net income. Because C’s withdrawal was made after B’s, the entire excess is presumed attributable to C,
and therefore C must include the entire $2,000 excess in C’s Iowa net income for 2019, unless B and C
can show that they agreed to an alternative method of allocating the excess amount.

This rule is intended to implement lowa Code section 422.7 as-amended-by-204-51owa-Aets;-chapter
138 sections72and-Band 20-6-lowaActs—chapter1H07.

ITEM 2.  Amend rule 701—40.81(422) as follows:

701—40.81(422) Iowa ABLE savings plan trust. The lowa ABLE savings plan trust was created so
that individuals can contribute funds on behalf of designated beneficiaries into accounts administered by
the treasurer of state. The funds contributed to the trust may be used to cover future disability-related
expenses of the designated beneficiary. The funds contributed to the trust are intended to supplement, but
not supplant, other benefits provided to the designated beneficiary by various federal, state, and private
sources. The lowa ABLE savings plan program is administered by the treasurer of state under the terms
of lowa Code chapter 12I. The following subrules provide details about how an individual’s net income is
affected by contributions to a beneficiary’s account, by interest and any other earnings on a beneficiary’s
account, and by distributions of contributions which were previously deducted.

40.81(1) and 40.81(2) No change.

40.81(3) Subtraction from net income for contributions made to the lowa ABLE savings plan trust
or other qualified ABLE program. For tax years beginning on or after January 1, 2016, individuals can
subtract from their Iowa net income the amount contributed to the lowa ABLE savings plan trust or
other qualified ABLE program on behalf of a designated beneficiary during the tax year, subject to the
maximum contribution level for that year. This subtraction is not allowed for any contribution that is
a transfer from an Iowa educational savings plan trust account and that was previously deducted as a
contribution to the Iowa educational savings plan trust.

40.81(4) Exclusion of interest and earnings on beneficiary accounts in the lowa ABLE savings plan
trust or other qualified ABLE program. For tax years beginning on or after January 1, 2016, to the extent
that interest or other earnings accrue on an account in the lowa ABLE savings plan trust or other qualified
ABLE program (if the account owner is an lowa resident), the interest or other earnings are excluded for
purposes of computing net income on the designated beneficiary’s Iowa individual income tax return.

40.81(5) Addition to net income of amounts distributed to the participant from the lowa ABLE
savings plan trust or other qualified ABLE program that had previously been deducted.

a. For tax years beginning on or after January 1, 2016, if a taxpayer, as an account owner, cancels
the account owner’s account in the lowa ABLE savings plan trust or other qualified ABLE program and
receives a distribution of the funds in the account, the amount of the distribution shall be included in
net income on the account owner’s Iowa individual income tax return to the extent that contributions to
the account had been deducted on prior state individual income tax returns of the account owner or any
other person as a contribution to the lowa ABLE savings plan trust or other qualified ABLE program or
as a contribution to an Iowa educational savings plan trust account.

b.  For tax years beginning on or after January 1, 2016, if a taxpayer makes a withdrawal of funds
previously deducted by the taxpayer or any other person from the lowa ABLE savings plan trust or
other qualified ABLE program for purposes other than the payment of qualified disability expenses, the
amount of the withdrawal shall be included in net income on the taxpayer’s Iowa individual income tax
return to the extent that contributions to the account had been deducted on prior state lowa individual
income tax returns of the taxpayer or any other person as contributions to a qualified ABLE program or
an Towa educational savings plan trust account.

40.81(6) Maximum contribution level. The amount of the deduction available for an individual
taxpayer each year for contributions on behalf of any one designated beneficiary to the lowa ABLE
savings plan trust or other qualified ABLE program may not exceed the maximum contribution level for
that year. The maximum contribution level is set by the treasurer of state. The maximum contribution
level is indexed yearly for inflation pursuant to lowa Code section +2B3(1H)“a> 12D.3(1).
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This rule is intended to implement lowa Code section 422.7 as-amended-by-20451owa-Aets-chapter
137

[Filed 5/29/19, effective 7/24/19]
[Published 6/19/19]
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